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FEDERAL SUBSIDY VERSUS LOCAL Sik HELP 


‘oe recent documents from federal agencies present a 
neat case of one hand not knowing what the other is 
doing. One of these documents is the report of the House 
Committee on Roads,1 explaining and recommending for 
passage the Federal-Aid Highway Bill of 1944. The other 
document is a report of the special Senate Committee on 
Postwar Economic Policy and Planning.? 

The Committee on Roads is reporting on a bill which 
would authorize an appropriation of $1.5 billion, to be- 
come available as federal road grants at the rate of $500 
million in each of three successive postwar years. The 
Committee on Postwar Policy and Planning makes the fol- 
lowing statement: 


The Congress should also determine to what extent, 
if any, it expects to subsidize public works projects by 
States and their political subdivisions. The fiscal posi- 
tion of the States has improved to such an extent in 
recent years that there probably is neither reason nor 
justification for Federal subsidies to the States for 
public works. 


The principal issue involved here is that of federal aid. 
The Senate Committee does not propose that there be no 
public works. On the contrary, it advises that careful con- 
sideration be given to the preparation of a portfolio of 
useful public works that can be started quickly and term- 
inated quickly. These projects are to be held as a reserve 
and to be utilized only when necessary. The Committee 
does not indicate which governmental units, in its opinion, 
should undertake them, or how they would be apportioned 





Hh RE Benet No. 1597, 78th Congress, 2nd Session. Report to accompany 
2Senate Report No. 539, Part 4, 78th Comgress, 2nd session. Report of the 
Special Committee on Postwar Economic Policy and Planning. 
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to federal, state or local units..It expressly disapproves 
projects undertaken merely for MM pucnose of providing 
work. 

In other words, this Committee is viewing the matter 
realistically. It is fully cognizant of the weakness and the 
defects of the public subsidy schemes for supporting the 
economy. In this connection it says: 

The mass purchasing power necessary to maintain a 
healthy mass production must come from the American 
people in purchases of consumer and capital goods. 
If it does not come from them, mass production can- 
not be maintained except through subsidized exports 
and governmentally supported public-works programs. 
Either of the latter tends to impose a heavier tax 
burden which in turn takes away incentive to pro- 
duction and provides a far less healthy economy than 
is provided by mass purchasing power resulting from 
full employment by private enterprise. 

On the other hand, the House Committee on Roads 
is pushing ahead with an enormous public works pro- 
gram, for which the initial authorization of $1.5 billion 
will be only a beginning. This program includes authori- 
zation of the new 40,000-mile interstate highway system 
recently sponsored by the President, following the recom- 
mendation of the National Resources Planning Board. 
That new system would exist only on paper, even if this 
bill were to pass, and it is not clear whether it would be 
established only by selective designation of certain exist- 
ing roads or by the eventual construction of new highways. 
All existing roads designated as parts of the proposed 
system are to be included in the federal-aid highway sys- 
tem unless they are already so included. 
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This last provision is the catch or joker. All metro- 
politan areas, cities and industrial centers are now con- 
nected by fairly good roads, although in some cases the 
routes are not as direct as the planners may wish. By 
bringing a so-called national system of interstate highways 
under the federal-aid umbrella, a strong case would then 
exist for the expansion of certain existing roads into ex- 
press highways, and thus an outlet would be provided for 
an indefinite amount of expenditure. 

The emphasis laid by the National Resources Planning 
Board on express highways in its report for 1943 was at 
complete variance with the conclusicns of the transport- 
ation experts who prepared a special study of this subject 
for the Board in 1942, In that study, the express highway 
was dealt with as follows:1 


Commonly associated with the term “superhighways” 
are the visionary proposals for transcontinental routes 
frequently made in connection with plans for large- 
scale public works. Promotion of coast-to-coast motor 
roads, however, generally derives from the philosophy 
that public works should have as their primary ob- 
jective the furnishing of employment rather than the 
creation of additional wealth. Based upon this unten- 
able assumption, the proponents of transcontinental 
schemes are able to overlook the fact that there exists 
no important volume of transcontinental travel, and 
that the real problems of providing facilities to move 
high traffic volumes at reasonable speed lies in a diff- 
erent direction. 


Despite this adverse criticism, which appears to be emin- - 


ently sound, the planners are pushing the superhighway 
project. If enacted, it will become the most notorious 
“‘make-work” undertaking yet imposed on a public that 
has already endured many such schemes. 

The present road subsidy bill (H.R. 4915) merely 
opens the door to this form of squander by including the 
new superhighway system in the federal-aid system. Of 
the $500 million to be authorized each year, $225 million 
is to be allocated to projects on the federal-aid highway 
system, either inside or outside of municipalities. The re- 
mainder is assigned to secondary or feeder roads includ- 
ing farm-to-market roads ($125 million) and to projects 
on the principal highways in urban areas on the federal- 
aid highway system ($150 million). Thus, the bulk of 
these initial appropriations would be applied to local roads, 
streets, by-passes and the like. Only the camel’s nose will 
be under the tent for the present. 

But this brings the entire project even more squarely 
up against the position taken by the Senate Committee on 
Postwar Policy. Do the states really need this help? The 
Senate Committee thinks that there is neither reason nor 
justification for federal help to the states on public works. 





1National Resources Planning Board, Transportation and National Policy, 
1942, page 393. ' a 
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This view becomes particularly appropriate in relation to 
such works as local streets and roads, as against grandiose 
schemes for interstate highways. It may be added, further, 
that if the states really do not need help, they can, in 
most cases, supply such aid as their respective cities may 
require in making provision for the relief of local traffic 
congestion and the solution of local parking difficulties. 
The Senate Committee suggests that some cities may not 
be in as fortunate a financial situation as the states, but 
it goes without saying that, if the state’s own finances are 
in good shape, the internal readjustments necessary to 
assist the cities can be made. 

On one further point, also, the Senate Committee's 
counsel is sound and timely. It is that neither the states 
nor the cities can make plans until they know what the 
federal policy is to be with respect to aid. This should 
be cleared up promptly so that they can proceed, if neces- 
sary, with their own financing. 

If the view of the House Committee on Roads should 
prevail, the clearing up will be in the nature of an assur- 
ance that federal aid is to continue on a more liberal scale 
than heretofore. In this writer’s judgment that is the wrong 
answer. Some reasons for so regarding it are the follow- 
ing: 

First, the burden of federal expenditures will be so 
heavy, after the war, because of inescapable costs for 
interest, the defense establishment and the care of veterans, 
as to demand the utmost prudence and economy elsewhere 
in the budget. 

Second, the necessary and inescapable expenditures will 
involve taxes far heavier than any ever before borne dur- 
ing peace. Despite the fact that there may be a substantial 
national income and that more may be left after the taxes 
than was available when both the income and the taxes 
were lower, it is undeniable that heavy taxes are, in them- 
selves, a deterrent to economic activity. On these points, 
the Senate Committee commented as follows: 


The Postwar Budget. The Congress should carefully 
study the probable Postwar Budget, for the purpose of 
eliminating all unnecessary expenditures, and to have 
a yardstick beside which to lay all proposed expen- 
ditures and taxes so that an over-all picture can be 
obtained. Because of interest charges on the national 
debt and the maintenance of a postwar military estab- 
lishment larger than we have ever known before in 
peacetime, the annual Budget certainly will be hugely 
greater than that of any previous peacetime year. Such 
a Budget undoubtedly will present an obstacle to both 
investment and employment, but if the production 
level is high enough to give full employment, it 
should be easier to carry than any peacetime Budget 
for a number of years past. 


Third, the states have steadily improved their financial 
situation in recent years, both by reducing outstanding debt 
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and by accumulating surpluses which in some cases are 
substantial. There is no warrant for bringing in federal 
money to do a job which the states are financially capable 
of doing. If the states are thereby relieved of using their 
own funds and, where necessary, their own credit for such 
local improvements as may be needed, these funds will 
then be available for projects which may be still less neces- 
sary and less useful. 


Fourth, the scheme emphasizes anew the futility of the 
vicious circle of federal taxes and federal subsidies which 
return a large part of the taxes to the places or sections 
where they are collected. The federal grant has been a 
powerful demoralizing influence on local morale and local 
fiscal policy. 

A grant appears to be something that is obtained at the 
expense of someone else. Governors, mayors and other 
officials have scrambled and begged for these grants, and 
have gladly surrendered their own prerogatives and their 
own responsibility to federal agencies in exchange there- 
for. Such is the demoralizing effect of the subsidy system 
that state and local officials have done this crawling and 
begging even while realizing that the grant consisted 
of the taxes paid to the federal government by their own 
people and that they were really begging for the money 
which had been thus provided. To be sure, once a subsidy 
system has been instituted, it becomes necessary for every 
eligible unit or district to get in line as the only way of 
salvaging something from the taxes paid. But this only 
emphasizes the demoralizing nature of the federal-aid 
system, 


The 1944 federal-aid bill goes even farther than its 
predecessors in the direction of handing the money back 
where it came from for it contains a new distribution 
formula. In all previous highway aid acts, equal weight 
was given to population, area and past-road mileage. The 
1944 bill increases the population factor to one-half, and 
reduces the other two to one-quarter each. While federal 
tax collections do not correlate exactly with population, 
there is a sufficient correspondence to mean that the above 
change in the formula would return more of the money 
to the sections from which it was collected than was the 
case under the earlier rule. 


The new bill would inaugurate federal highway aid in 
urban areas. This would more clearly result in a return 
of the taxpayer's own money to them than would be the 
case were the funds to be spent on rural roads, for there 
can be no question that the bulk of the federal taxes is 
collected in the cities. The House Committee points out 
that there is sufficient flexibility under the bill to permit 
the application within municipalities of part or even all 
of the $225 million assigned to federal-aid highways, as 
well as the $150 million specifically allocated to urban 
areas, 


This gift horse should be looked squarely in the mouth. 
The National Resources Planning Board has laid out plans 
for urban redevelopment which, if adopted, would transfer 
virtually all urban management to a huge federal de- 
velopment corporation.1 The federal grants to be used 
within the cities under the 1944 highway-aid bill may well 
be the entering wedge in this newest attack on local in- 
dependence. 

The high tax-federal subsidy cycle affects the cities with 
particular severity. The chief source of local revenues is 
the property tax. As was pointed out in an earlier issue 
of the Tax Review,2 the high federal taxes, and especially 
the steeply progressive income taxes, are undermining the 
value of real property. This is true because the tax takes 
so large a part of the individual’s income that he cannot 
afford to set the same value as before on a parcel of 
real estate. With declining assessments, the local revenue 
falls off and the cities clamor for aid. As the federal budget 
is expanded by the subsidies, the chance of reducing fed- 
eral tax rates is lessened. This vicious circle makes the 
cities more dependent on the grants and in too many cases 
more ready to accept whatever domination may be involved 
as the price of the aid. 

An excellent opportunity for breaking this sequence in 
the postwar period will be afforded by the fact that the 
states will be in such a strong position as to look after 
their own. Let them agree to eliminate the federal grants 
for street widening, parking lots and other purely intra- 
urban traffic adjustments, along with most, or all, of the 
other subsidies. Let them demand substantial reductions 
of the federal tax load. Let them take to heart these words 
from the report of the special Senate Committee on Post- 
war Economic Policy and Planning: 


The very size of the Federal tax bill and the Federal 
Budget makes inevitable a strong impact by the Fed- 
eral Government upon the lives of our citizens. The 
industrialization of America has tended to create inter- 
state problems that once did not exist. The liquidation 
of this war is a national job. These facts impose bur- 
dens upon the Federal Government that it must be pre- 
pared to assume. The very fact of their assumption 
teads to make the Central Government too large to 
be efficient. It follows that it should leave to the States 
those matters that do not necessarily fall within its 
orbit. The States must reexamine and reassert those 
responsibilities. 

On the other hand, the citizens, as well as the States 
and their political subdivisions, must cease to look to 
Washington for aid on every problem that burdens 
them. Local authority and local responsibility must go 
hand in hand. 


1National Resources Planning Board, Reo for 1943, oo I, page 14, 31-36. 


2*The National Patrimony,’’ The Tax Review, June 1 
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This advice is equally good in both directions. If the 
people must stop depending on Washington, so also should 
the federal government stop the hand-outs. There can be 
no restoration and development of local authority and re- 
sponsibility while the federal government continues to 
purchase domination over local affairs with aids and sub- 
sidies. 

The unusual position in which the states now find them- 
selves is in large measure a result of the war inflation 
which, for the time being, has swollen the collections of 
income, sales and other taxes. The flood of state revenue 
receipts will not continue after the war. In order to pre- 
serve even a reasonable basis of state taxation it will be 
necessary to inaugurate a prompt and effective correction 
of the top-heavy federal tax structure at the close of the 
war. By such correction, the states would be more nearly 
able to carry their own respective loads without federal 
aid. Even if it should be necessary to deplete the various 
state reserves to maintain necessary public works programs 
in the transition period while the revenue structure is 
being revamped to afford greater leeway for state taxation, 
no better use could be found for these reserves. In view 
of the sentiment that now prevails for tax reduction and 
decentralization of responsibility, the states have a great 
opportunity to terminate the system of long-circuit taxation 
of their citizens, via Washington, for the support of local 
projects. 

The only way by which the citizens can turn their backs 
on Washington and shoulder more of their own local re- 
sponsibilities is to leave to the states and cities a larger 
share of the total tax “take.” If this over-all total is to be 


substantially reduced, in the interest of encouraging in- 
vestment and enterprise, and if the states are to be allowed 
to collect a larger share of this diminished total, it fol- 
lows that the federal budget of the postwar period must 
be cut deeply. It follows that there will be no margin in 
that budget for subsidies, grants or other kinds of icing on 
the cake. 

The alternative to all the worry and fuss about higher 
federal taxes would be to put the subsidies ‘‘on the cuff.” 
One school of governmental advisers is perfectly willing 
to see this done on the ground that government spending 
on a large scale is the easy road to prosperity. 

A continued rise of the public debt is the only answer if 
there is to be a program of tax reduction as advised by 
the special Senate Committee and a program of bigger 
and better subsidies as is evidently contemplated by the 
House Committee on Roads and by all the other groups 
that are pressing for huge bonuses, grants and similar de- 
vices for enlarging the federal budget. The report of the 
House Committee is an example of a grave defect in Con- 
gressional procedure, which is that appropriations, large 
and small, are recommended by a Committee which has 
no great knowledge of and no great concern with the 
question of how much will be required or where the 
money is to come from. It would be difficult to devise a 
system better calculated to assure that part of the federal 
expenditures will be covered by promises rather than by 
cash. 

Harvey L. Lutz 
Professor of Public Finance 
Princeton University 
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